Revenue Description:
Montana receives revenue as a settling party to

a Master Settlement Agreement (MSA) with four
original tobacco companies and 46 subsequent
companies to end a four-year legal battle with
46 states, Puerto Rico, American Samoa, the
U.S. Virgin Islands, the North Mariana Island,
Guam and the District of Columbia (52 total
settling entities).

Montana is eligible for four types of payments:
1) reimbursement for legal costs (received
December 1999); 2) five initial payments (Two
were received in fiscal 2000 and one each year
was received in fiscal years 2001, 2002, and
2003); 3) on-going, perpetual annual payments;
and 4) strategic contribution payments (from
fiscal years 2008 through 2017). The MSA
places no restrictions on how the settling parties
spend the money.

The total amount of tobacco settlement funds
available to Montana is affected by a number of
adjustments. These may include inflation, sales
volume changes, non-participating
manufacturers (NPM) adjustment for the loss of
market shares, operating income of the original
four tobacco companies, number and operating
income of subsequent participating
manufactures, number of states reaching state
specific finality, settlements reached by the four
states not party to the agreement (Florida,
Texas, Minnesota, and Mississippi), litigation
offsets, disputed payments, and federal tobacco
legislation offsets among others.

The reduction for the NPM adjustment was first
included in the revenue estimates beginning
fiscal 2006. Amounts paid by manufacturers
who participate in the MSA may decrease if they
have lost market shares and it is proven that a
significant portion of the loss (to companies not
participating in the MSA) is due to the
disadvantages caused by the MSA. An
economics firm must determine if this is the
case. The adjustment does not apply if a state
has enacted “model statutes” and enforced
them.

Although it has not yet been determined if all
these conditions have been met, it is expected
that participating manufactures will withhold a
portion of their payments in disputed escrow ac-
counts until the matter is resolved, thus reducing
payments to the settling entities.

Statutory Reference:

e Tax Rate - NA

e Tax Distribution (MCA) - Montana Constitu-
tion, Article X11, Section 4; 17-6-606; 53-4-
1011

o Date Due - annual payments from settling
entities due April 15th (Master Settlement
Agreement, Chapter IX(c)), General Tobacco
annual payments through calendar 2016 due
August 30th (General Tobacco Adherence
Agreement)

Applicable Tax Rate(s): NA

Distribution:

Due to passage of Constitutional Amendment 35
by the electorate in November 2000, the legisla-
ture is required to dedicate no less than 40 per-
cent of tobacco settlement money to a permanent
trust fund. Since the legislature has not yet deter-
mined the exact percentage to be deposited to the
trust fund, the revenue

Collection Frequency:

For fiscal 2003: The last initial payment is ex-
pected January 10, 2003 and the annual pay-
ment is expected April 15t 2003. Beginning
fiscal 2004: Annual payments are expected each
April 15t into perpetuity. General Tobacco, a new
subsequent participating manufacturer, is re-
quired to make annual payments every August
30t through calendar 2016 for obligations in-
curred from 2000 to 2003.

% of Total General Fund Revenue:
FY 2004 - 0.21%
FY 2005 - 0.19%
FY 2006 - 0.16%

Revenue Estimate Methodology:
The derivation of the tobacco settlement revenue

estimate involves many factors. The Master Set-
tlement Agreement specifies base amounts to be
paid by all participating manufacturers, but also
allows various adjustments to be made to these
payments.

Data

The Master Settlement Agreement, signed by the
settling entities and participating tobacco manu-
facturers (PM), is the driving document for the
procedure to use in determining how much the
original participating manufacturers (OPM) to the
agreement and the

estimate assumes 40
percent. For fiscal 2003,
the remaining 60 per-
cent of the money was

deposited to the general TObaZ%?%T rust
fund. Due to passage of
Initiative 146 by the elec-
torate in  November
2002, beginning fiscal
2004, 32 percent of the
tobacco settlement
money funds tobacco
prevention programs and
17 percent of the funds General
is used for the Children’s Fﬁ[]/f
Health Insurance Pro-
gram. The remaining 11
percent of the money is deposited to the general
fund.

Distribution Methodology:

subsequent  partici-
pating manufacturers
(SPM) have to pay to
the settling entities.
PriceWaterhouse-
Coopers, the inde-
pendent auditor to
the agreement, gath-
ers all the data and
makes all the calcula-
tions required by the
Tobacco Master  Settlement
Preye o Agreement for deter-

mining what the PM
owe. Documents
produced by PriceWa-
terhouseCoopers pro-
vide the historic data needed to project future
payments.

Staff at the Montana Attorney General’s office
and the National Association of Attorneys General
are also consulted. Since an adjustment for a
change in volume of cigarettes shipped is neces-
sary, various knowledgeable sources are con-
sulted as to expected changes in smoking or the
sale of cigarettes.

Payments

Currently, there are two types of payments from

OPM:

1. On-going annual payments to be received
April 15t each year of which Montana re-
ceives 0.4247591 percent. These payments
are to be made in perpetuity and increase in
FY 2008; and

2. Strategic contribution payments are to be
made from FY 2008 through FY 2017 of
which Montana receives 1.0447501 percent

Manufacturers who subsequently participate in
the agreement also make payments based on the
total annual payments (but not strategic contribu-
tion payments) owed by the OPM. The amount of
these payments is also subject to various adjust-
ments.

Analysis

Once adjustments amounts have been calcu-
lated, the applicable adjustments to the OPM and
SMP payments can be applied and other revenue
components calculated.

OPM Annual Payment - The estimate for tobacco
settlement revenue from OPM is derived by first
multiplying the payment amount by 1 plus the
cumulative percentages for the inflation and vol-
ume adjustments and the previous settled states’
percentage then adding the dollar amount of the
operating income adjustment (zero) and the NPM
adjustment. To this total amount, Montana’s
allocation of 0.4247591 percent is applied.

SPM Annual Payment - The estimate for tobacco

settlement revenue from SPM is derived by a five-

step process:

1. The volume adjustment (a reduction) is calcu-
lated by multiplying the annual OPM amount
by the cumulative volume percentage.



2. A market share adjustment (a reduction) is
calculated by subtracting the volume adjust-
ment, derived above, and the base amount
due from SPM from the OPM annual
amount. Since the base amount is not likely
to increase, the amount from the last known
fiscal year is used.

3. The inflation adjustment (an addition) is
calculated by multiplying the cumulative
inflation percentage by the sum of: a) the
OPM annual payment; b) the volume adjust-
ment (number 1 above); and c) the market
adjustment (hnumber 2 above).

4. The NPM adjustment (a possible reduction),
as determined above, is calculated.

5. The total SPM amount is adjusted by the
above four adjustments and multiplied by
0.4247591 percent to obtain Montana’s
share.

OPM Strategic Contribution Payment - From FY
2008 through FY 2017, the OPM owe yearly
strategic contribution payments to the settling
entities in the amount of $861,000,000. This
amount is increased by the inflation adjustment
and decreased by the volume adjustment, both
described above. The result is multiplied by
Montana’s share of 1.0447501 percent.

General Tobacco - The General Tobacco Com-
pany joined the Master Settlement Agreement in
August 2004 and will make future payments the
same as the other SPM. However, the company
entered into a separate agreement with the set-
tling entities for making the required payments
owed retroactively from the date of its joining to
the date the Master Settlement Agreement was
signed. These obligations total $272.3 million.
This “principal” amount will be paid yearly over a
12-year period based on a percentage schedule
based on the year.

For fiscal years 2008 and 2009, the percentage
of the “principal” to be paid is three percent and
five percent, respectively. Interest on unpaid
balances at five percent is then added to the
“principal” payment. Once the total annual pay-
ment is calculated, it is multiplied by 0.4247591
percent to obtain Montana’s share.
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1985 0.000000
1986 0.000000
1987 0.000000
1988 0.000000
1989 0.000000
1990 0.000000
1991 0.000000
1992 0.000000
1993 0.000000
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